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The Small Differences and Large Similarities
to the Old Sales Paradigm
Jon M. Garon*
This article is part of a series of book excerpts from The
Entrepreneur’s Intellectual Property & Business Handbook, which
provides the business, strategy, and legal reference guide for start-ups
and small businesses.

1.

Universality of Access.

As a new technology, the public’s Internet access increased more
rapidly than radio, television, or any form of entertainment medium.
Used at home, work, public libraries, and academic institutions, the
availability of Internet use is bordering on universal.
By the end of 2017, more than half the world’s population had secure
access to the Internet. In North America, this number is estimated to be
95% of the population, while Europe has over 85% of the public using
the Internet. Asia, which reflects 55% of the world’s population, has a
48% Internet saturation rate. Although Africa has the lowest usage rate,
it still has over 35% of the population online.1 Added to these data, the
penetration of smartphone use has accelerated mobile Internet access in
many areas of the world where traditional computer and other
infrastructure has not been developed.

2.

Removal of Geographic Barriers for Content.

The ubiquity of the Internet and access to mobile Internet devices
have significantly reduced geographic barriers. Transactions supported
on the Internet can occur with equal efficiency between people on the
same block as between people across the continent, or even around the
globe. This elimination of geographic barriers has had an unanticipated
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impact on regionally-recognized trademarks. The geographic
separations, which once kept consumers from being confused as to
origin of goods and services, no longer serve to define markets. Jazz
clubs, summer camps, restaurants, and other businesses that promote
themselves on the Internet have found themselves litigating trademark
ownership and priority.
The removal of geographic barriers to the online experience does
not translate into the removal of geographic barriers to the shipping of
goods. The cost of shipping is based on the speed of delivery, weight,
distance, customs, legal barriers, and need for special handling.
Information, software, and digital content have close to no distribution
expense or time delay, while coal, fresh produce, and grains receive only
modest benefit from the improvements in Internet communication.
Over time, larger Internet-based companies have recognized that
there are efficiencies by moving distribution centers across the country
and the globe based on the logistical issues involved with the creation
and storage of goods, movement and customs, and other physical
considerations. Companies that can offer the economic efficiency of an
online service and the scale to amortize the cost for multiple distribution
sites can gain significant process advantages over both traditional brickand-mortar operations and single-site online competitors.

3.

Time and Its Influence on Communication.

The Internet experience has no direct relation to time. New content
is constantly appearing. Pages refresh data almost continually. The 24/7
nature of the Internet creates a constant need to feed the content and
keep information current. In many ways, Internet updates simply capture
the productivity of existing content as it is being created and distributed.
Social media, blogs, and podcasts may be the leading edge on new
content sources. As the traditional media companies are transitioning to
the Internet, media of all forms are beginning to evolve. Even so, the
golden age of Internet content has not yet arrived.
On the other hand, real-time communication using the Internet is
no different than the telephone. To the extent that the time zones affect
the availability of personnel, those time zone differences must be taken
into account. Conversely, for the enterprise that wishes to create human
support on the Internet, either the staff must increasingly work multiple
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shifts, or the staff must be distributed among multiple time zones, so
that each staff location is time-zone appropriate.
The consequence of this has been the “flattening” of the world. Call
centers providing U.S. corporations with live telephone service and call
center support have become a key part of Indian business growth. The
cost savings to telecommunications allows for this shift in time and space
from U.S. workers to Indian workers. In some cases, U.S. companies use
the call centers to augment the staff hours available in particular time
zones, while in other cases the call centers operate 24 hours daily—all
overseas.
This flattening, however, may soon end. An increasingly viable
alternative to global call centers is the use of artificial intelligence based
chatbots. Though not fully deployed across all industries, these chatbots
have moved out of the beta stage and into meaningful operations for
some companies.

4.

The Same Consumers, Only Smarter and More
Comfortable.

What has changed the least following the introduction of the Web
has been the consumer. While the Internet may have changed aspects of
consumer behavior, it is critical to remember that the customer has not
significantly changed in that time. Admittedly, younger consumers tend
to adapt to technology faster than older consumers, and content
preferences have changed, but the factors driving customer choice—
relevance, cost, convenience, and trust—have remained the same.
Both business customers and individual consumers use the Internet
to gain knowledge about products and services. Businesses that once
made unsupported promises, relying on the lack of client knowledge,
have been forced to stop this practice or adopt other methods to achieve
this goal. For example, price guarantees were once a popular sales pitch.
Companies that made price guarantees could predict the rather small
percentage of consumers who would challenge the price guarantee based
on the difficulty of researching and establishing the price differential.
With a quick Internet search, however, price disparities are documented
in writing. For a time, companies circumvented the price guarantee
enforcement by offering goods with unique product numbers. In this
way, MegaStore would carry the 3250 model of a product that was
labeled 3270 with its competitor, SuperStore. This allowed the store to
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avoid its price guarantee. Manufacturer websites arm the customer with
the comparison information, so the fraudulent nature of this practice has
been exposed and largely eliminated.
The value added reseller (VAR)—the specialty retailer that prices
products at a premium to allow the retailer to pay for better knowledge
and service—has always struggled with the free rider problem.
Customers use the reseller for research and then purchase from a lower
priced competitor. The Internet has provided another independent
source of information. Initially, this was seen as highly damaging to the
VAR, reducing the customer base and supporting the low-service
retailer.
In response, the VAR began serving as a source of online
information in order to build brand recognition and loyalty. The VAR
emphasized post-purchase support, which is unique to those service
providers and lacking from most discounters. For the VAR that
understands the implications of the Internet business environment, the
business model continues to prove successful.
The low-price leader can continue to differentiate itself from the
VAR. For these companies, price sensitivity is the primary driving force
for their customers. Even price sensitivity, however, is secondary to
satisfaction and trust. For example, in the battle of the mass-market retail
giants Target and Walmart, Walmart competes using lower prices while
Target promotes higher customer satisfaction by emphasizing an
experience of cleaner stores, less cluttered aisles, and a more generous
return policy. Customers with higher incomes choose to forego
Walmart’s lower prices for Target’s preferred shopping experience. The
same remains true in every consumer transaction. Customers put great
emphasis on the satisfaction of the experience in choosing where to
conduct business. Because of this strategy, a 2013 Target data breach
that affected 40 million customers during the holiday shopping period
cost Target a 10% loss of customers in the months initially following the
breach. Target’s customers were paying a premium for high quality and
high trust. The breach violated that social contract.
One unanticipated aspect of the Internet has been the rapid growth
of reported trustworthiness ratings. Sometimes known as “reputation
systems,” they are described as “interactive word-of-mouth networks
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that assist people in making decisions about which users to trust, or to
compare their opinions with the opinions expressed by others.”2
Comparison shopping sites provide customer satisfaction ratings
regarding the quality of vendors on the issues of trust—accuracy,
delivery, and return policies. These ratings profoundly impact the ability
of a company to expand its customer base. Similarly, the postings,
comments, and customer ratings on the sales websites have a similar
impact, building consumer confidence regarding particular purchases.
By 2004, 26% of adults had been rating products online, meaning
that within the first decade of online commerce, 33 million users had
begun to understand the power of the digital word-of-mouth.3 Customer
ratings provide a level of public confidence in highly rated commercial
sites. Consequently, low ratings are harmful to the public’s impression
of the company.
Customer ratings have also served to increase consumer and
business comfort in online transactions. Despite concerns of data
privacy and risks associated with online theft, the public continues to
expand the use of the Internet for consumer and business transactions.
As a result, as long as trust is maintained, then the cost savings,
convenience, and relevance of the product or service will dictate the
consumer’s decision to purchase online or through other venues. Ecommerce simply has become commerce.
C.

Understanding Disintermediation.

Radio Shack; Blockbuster Video; Toys-R-Us; Bebe; Bon-Ton Stores;
The Limited; Maplin (UK); Borders bookstores; Circuit City; HMV
(UK); and many more famous brands are gone as a result of competition
with Internet retail. Eastman Kodak and Polaroid are vastly smaller
licensing entities because they could not adjust to digital photography.
What went wrong? These companies could not understand the changing
circumstances in their business model, particularly the competition from
V. Kumar, Researching International Markets: Philosophical and Methodological Issues, in
THE SAGE HANDBOOK OF INTERNATIONAL MARKETING 127 (Masaaki Kotabe &
Kristiaan Helsen, eds. 2009).
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companies that could provide similar goods at better costs or with
greater convenience. In each case, the strategic advantage that kept these
companies in business was eliminated by changes in market and
consumer behavior triggered by new technologies.

1.

The Blown to Bits Phenomenon.

Most of the examples listed above are retail operations or brands
closely associated with a retail presence. Retail requires rich interactions
between the seller and the buyer. But new technologies changed how
that rich interaction can be delivered.
Perhaps the most important aspect of the unbundling of distribution
systems was captured by Philip Evans and Thomas Wurster of the
Boston Consulting Group in their October 1997 Harvard Business
Review article entitled, Strategy and the New Economics of Information4 and
subsequent book Blown to Bits.5 They studied how the Internet’s
informational flow fundamentally reshaped the relationships between
consumers and retailers as well as the relationship among businesses.
Though the book may have overstated the transformative power of the
Internet, it accurately articulated the nature, if not the scope, of this
transformation.
The Blown to Bits phenomenon captures the unbundling of
information through its delivery mechanism. Known as
disintermediation, the phenomenon can be simplified to mean the
removal of the middleman, but it has a more profound impact.
Disintermediation is the process of eliminating steps in the
communication and response process because of new efficiencies in the
process. The original example was the demise of the Encyclopedia
Britannica and its World Book annual supplements. All aspiring parents
felt compelled to purchase the expensive encyclopedia set with its annual
updates to educate their children. Microsoft released Encarta, a CDbased encyclopedia that sold for a fraction of the cost. The efficiency of
the CD eliminated the small army of door-to-door encyclopedia
salesmen. Then Wikipedia was founded, providing a free service on the
Internet that was richer than Encarta, so that product also disappeared.
4
Philip B. Evans & Thomas S. Wurster, Strategy and the New Economics of
Information, HARV. BUS. REV., Sept.–Oct. 1997, at 71.
5

EVANS & WURSTER, supra note 132, at 24–25.
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In each case the richness of the content was improved while the reach
expanded. CDs were available to millions of people who could not
afford an encyclopedia set. Wikipedia reached billions of users through
a multiplicity of languages, reliance on only the Internet, and elimination
of cost.
A modern example of disintermediation comes from the increased
use of RFID tags on goods shipped to retailers. The RFID-tagged
products can be electronically tracked while being shipped. The tags are
used to monitor the stocks of retailers. This process, in turn, allows
manufacturers to track the precise location of all shipments. The need
to warehouse products and better regulate the amount of goods being
shipped on a daily basis is minimized. Walmart uses a similar process to
control shipments to its distribution centers, resulting in loading-dockto-loading-dock distribution that eliminates the cost and delay of
warehousing products.
Another example of the potential for disintermediation can be found
in printing technology. As digital printing is making the ability to produce
books one by one, a new book distribution paradigm has developed.
Book orders can be processed at the time of the order, the book printed,
packaged, and shipped with no warehousing, book overruns, or stocking
process. Amazon’s CreateSpace provides this service for books, CDs,
and DVDs, and has reshaped the nature of publishing retail in the
process.
Rather than make information free, disintermediation frees
information from any particular medium or delivery mode. As a
corollary, the medium previously used to distribute the information may
become irrelevant. Although Amazon sells millions of books, CDs, and
DVDs, it sells millions more in digital form. Apple’s iTunes and stores
have done the same.
The corollary of this phenomenon has been captured by Chris
Anderson, editor of Wired Magazine. In a series of articles and a book
entitled The Long Tail, Anderson explains how disintermediation of the
publishing world has been replaced with the social networking and direct
researching of consumers in the seemingly unlimited selections of
retailers like Amazon, Netflix, and iTunes. The theory behind the Long
Tail is that niche markets will enable content creators to find their
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audiences once the hit-making publishers are removed from the business
model.
With the disintermediation of entertainment, the critics and
marketers will lose control of the public’s tastes, to be replaced by affinity
groups. Smaller niche markets will be sufficient to support the creation
and distribution of content—as well as other products and services—
because the direct ability of the public to find goods of interest will allow
producers to meet these demands. Boutiques will not be as frequent on
the local corner, but boutique sellers will serve global markets, freed
from the costs of mediated distribution channels.
There are many examples of artists and authors who are very popular
for a small segment of the public. At the same time, however, the
unmetered nature of Internet platforms makes it very difficult for the
public to find niche artists. It happens, but national marketing campaigns
have a very powerful influence on consumer behavior that makes the
long tail very thin and wispy.

2.

The Limits of Disintermediation.

While disintermediation may unbundle content from any particular
medium, it is still not entirely free. Accurate information remains costly
to produce and valuable while exclusive. Even when publicly available,
it attracts consumers who will pay for access to the information. And
even if consumers will not pay for the content directly, advertisers are
often willing to pay to have their sales information provided to
consumers at the same time.
Information may want to be freed from its medium, but only so that
it can be provided to the public in multiple formats and in a manner that
maximizes the value of the content rather than the value of the
distribution channel. Blown to Bits highlighted this aspect of
disintermediation using the death of the print encyclopedia. The demise
of the print encyclopedia did not devalue the content of these
compendiums. Instead, educators today are trying to find new ways to
teach students to utilize properly edited, fact-checked sources.
Disintermediation may throw out the distribution system, but it does
not eliminate the need for the content or the value of an editorial
process. In the rare example of Wikipedia, the global social network of
volunteer editors helps assure high quality content. Unfortunately, on
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many Internet sites, there is not a sufficient fact-checking system to
assure that same quality.
Using the lesson of disintermediation, enterprises must treat
information separately from the medium in which it is housed. Analysts
sometimes refer to the metaphor of the wine and the bottle, suggesting
that consumers pay for the bottle rather than the wine. But of course,
even when the wine remains in its initial vats, it has value, regardless of
the bottle. Consumers pay for the convenience of the bottle separately
from the wine, but each has its price.
Information, whether in the form of business data, software, or
entertainment content, has a production cost. This overhead must be
recouped to allow the business using the data to survive. Even if the cost
of distribution is reduced to almost nothing through the Internet, the
production costs remain. Disintermediation does not provide
meaningful cost savings or alternative business solutions to the
production side of information, so it cannot free information. The best
that disintermediation can do is to unlink content from particular
distribution models and free the content to be linked to multiple models.
Further, the lesson of The Long Tail reinforces the uncoupling of the
content from the medium so that the content can be provided to the
market in multiple formats, responsive to the niches as they develop.

3.

The Newspaper Legacy and the Lesson for the
Entrepreneur.

Disintermediation in the newspaper industry highlights the
economic challenges for other industries facing disintermediation. News
wires are the ideal content source for the Internet because they update
constantly. Stories post the number of minutes since they were last
updated. This constant updating has rendered the daily newspaper’s
timeliness merely quaint, a relic of a bygone era.
Newspapers continue to serve a small part of the information
marketplace, but it is an increasingly small part built more around the
social custom of reading at the breakfast table rather than relevance and
need. Everything available in the newspaper is also available on the
Internet. The consumer could have read the content of the paper before
it ever hits the front porch, but the remaining subscribers are willing to
pay for the physical format of the newspaper. Even without print, if the
advertising revenue generated online is greater than the cost of content
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creation, then the paper remains financially solvent. The online
advertising enables the newspaper to maintain a physical paper so long
as the subscription revenue exceeds the printing and delivery cost.
Today, most newspapers have limited their free views to generate
additional revenue through subscription online access. This further
reinforces the value of the content. But they serve a fraction of the
audience they once served. Still, for some consumers, high quality,
unique content, protected through copyright and made relevant to its
target audience because of its timeliness and its relevance to the business
community, can retain profit margins in both the traditional economy
mode of print delivery and the digital economy.
The transition for entrepreneurs will be much like that of the
newspapers. The costs of production must be separated from the costs
of distribution, so that distribution can be analyzed separately in each
market and segmented for each potential customer base. Each step in
the production and distribution process should have its pricing reviewed
regularly to assure that the costs are not based on historical practices
developed at a time when the distribution costs were much higher.

4.

The Components of Information Pricing.

The lesson of the newspaper is that informational content has many
different audiences and revenue streams. Newsstand purchasers pay a
premium for the ability to purchase the paper only when the headline
makes the paper interesting. Print subscribers pay less per paper, but
more in the aggregate, with typically different rates for daily, Sunday
only, or combination packages. Online paying subscribers pay a much
lower amount, but they continue to pay for the service. Free online
papers dominate the field, but have not replaced the Wall Street Journal,
the New York Times, and a few other pay subscription newspapers that
have unique content not otherwise available. Free online papers earn
revenue through advertising, both the ads placed in conjunction with the
newspaper content and those ads that the readers click on. Finally,
headline aggregator websites link to the newspaper headlines, generating
advertising revenue of their own while helping the newspapers extend
their reach.
Newspaper content pricing must be designed to separate each
market from the price competition of the other markets. If the
newsstand price was less than the cost of the subscription, people would
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drop their subscriptions in place of occasional purchases. Even though
the customer is paying primarily for the benefit of home delivery, there
are only a few subscribers willing to pay a premium for that service.
While the percentage of adults willing to pay for this print subscription
may be shrinking, the market still exists.
Even among entirely digital content, the struggle continues.
Amazon, Netflix, Google, Redbox, Apple, Pandora, and Spotify provide
examples in the marketplace of the effort to distinguish pricing channels
for content. “Ownership” of a download has a premium value that is
priced much higher than a temporary download provided as part of a
subscription service. Streaming of music is essentially free to the
consumer, supported only by advertising. To give the consumer the
power to edit the streaming content lists, the consumer is expected to
subscribe at a premium price. Less than 10% of the public will pay this
fee. Google has struggled to sell either its pay music service or its pay
video service, a victim of its own free content.
The elements that are typically manipulated by the content retailer
include the following:
•

Quality of the content—the quality comes first for all but the
most casual of consumer engagement. This is why the public
will ignore the massive amount of free content to purchase
(or pirate) commercial content.

•

Timeliness of the content—new releases can be sold at a premium
(whether to paying consumers or in the form of heightened
ad rates).

•

Exclusivity as a source of the content—being the only source for
popular content drives audience behavior. HBO’s use of
Game of Thrones and Westworld have propped up weak movie
purchases while Netflix original series have strengthened its
market hold.

•

Depth of content—the Long Tail is certainly a selling point for
consumers who believe they want to find the hard-to-find
content, even if the behavior of those consumers suggests
they mainly consume the most heavily advertised content.
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•

Convenience of access to the content—user interface (sometimes
referred to as UX) dominates the value consumers put on
the experience accessing content. This creates a challenge for
providers, given the many machines and devices on which a
platform must operate, but it will often be the deciding factor
for consumer behavior.

•

Interactivity and feedback—consumers want to be involved with
the content, even if it only to like, share, comment, or look
up ancillary information. Members of the public believe they
can multitask effectively (despite cognitive studies which
suggest the contrary) and want to be entertained while they
are being entertained, educated, or engaged.

12

The Need for Mediation and Service.

The last lesson of the Internet newspaper example flows from the
local newspaper’s resilience. The readership remains interested in local
issues, whether it is the local police beat, high school sports scores, or
human-interest stories. While international, national, and business
coverage can be the same in any city, the teacher of the year should come
from the local kindergarten, and the gardening tips should be based on
the particular climate of the neighborhood.
Like the need for local newspapers, the need for mediation and
service has not been displaced by the Internet. To the extent that
mediation means customer-centered service, consumers and the
business enterprises have never stopped wanting or supporting it.
Mediation and service can be provided by both human support and
sophisticated technology. Companies are racing after artificial
intelligence to expand this service. The value will be measured by
customer satisfaction.
Perhaps the company that best exemplifies service-oriented
technology is Amazon.com. A leader in online sales, Amazon has
undertaken a number of innovations to provide personalized service to
its customers. Through four different forms of service mediation,
Amazon puts human and technological support into product
purchasing. First, through the use of sophisticated data management, a
regular user’s home page will highlight new products that are the kind
often browsed by that patron. Second, when a customer looks at a book
title, the computer provides the purchase patterns of similar readers.
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This advice is often more helpful than the information available from
book store clerks—even those knowledgeable in the subject.
Third, Amazon allows readers to post their own recommendations,
so human-edited suggestions are available to patrons who prefer the
editorial comments of live readers. Fourth, Amazon allows affinity
websites from nonprofit organizations to aggregate books and
suggestions, driving traffic to the Amazon website, while highlighting the
company’s charitable nature. The idyllic time spent in the local
bookstore, perusing the shelves and receiving sage advice, is closely
mimicked through the commercial website on a scale that can serve
millions rather than dozens of customers.
Other companies have made considerable efforts to provide realtime support. Pop-up windows allow phone contact or text contact with
support personnel. Once provided by live staff, these services are
increasingly driven by artificial intelligence software products. As the
products improve, the ability to recognize that the service is provided by
a machine is becoming much harder for the average consumer, and the
consistency of the experience generally results in improved service for
the public. Whether provided by humans, machines, or a combination,
these service opportunities illustrate that the need for service and
mediation of information did not end with the computer, it merely
changed forms.
The difference between mediation before and after the rise of the
modern technology is this: Before the Internet, the mere access to
information required mediation. Today, computers can communicate
directly without human oversight. Now, mediation is limited to those
instances where the information must be assessed or used by the
human—and even this is changing.
For modern businesses, it takes both good customer service and
sophisticated data management to be successful. Walmart employees
knew that Florida storms would affect their customers’ purchasing
patterns, but it was careful data analysis that showed how the sale of
PopTarts spiked before each hurricane. In retrospect, it seems obvious
that a sweet, easy-to-carry breakfast product in a water-proof package
would be a popular emergency item. The combination of trend data and
store service allowed Walmart to promote PopTarts before the storm.
The need for service never ends.
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